How are one hundred and 
forty million North American’s lives 
touched by Omnibus every week? 


1986 
Highlights 


Omnibus produced creative images 
stimulated, influenced and entertained 
television audiences everyday 
throughout North America. 


Sales... 
Tripled each of the last 2 years and 
will again in 1987. 


In 4 of the last 5 quarters, are now at 6% 
of sales. 


Omnibus... 

Is the largest computer simulation com- 
pany in a market growing at 30% per 
annum. 


Offshore... 

Omnibus has 3 affiliate licenses with 
more planned in 1987. 

Production... 


Facilities serve both the present and 
future needs of the television and motion 


picture industries from live action to motion 


control and miniatures. 


A Profile 


In just over five short years since our 
start-up in 1981, Omnibus Computer 
Graphics has reached a rate of over 
$55.0 million in sales. To better serve our 
growing client list, the company maintains 
office and production facilities at five 
strategic sites in New York, Los Angeles 
and Toronto. Our operational and long- 
term strategic plan is embodied in three 
key points: 


1) To take a leading position in the 
North American computer simula- 
tion market for entertainment. 

2) To license select leading interna- 
tional production houses as affiliates 
with our proprietory technology. 

3) To internally product creative images 
of the highest standards utilizing a 
mix of talent and technological 
services. 


High-resolution bronze figure from animated computer 
simulation produced on the Omnibus Los Angeles 

based Cray-XMP Supercomputer for “Sam Sung” television 
commercial for Korea First Advertising Company. 
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iscal 1986 has seen your com- 

pany take giant strides. We have 

not only realized our first profit, 
but accelerated our growth at a rate 
unmatched in the history of our industry. 
Omnibus has emerged as not only the 
largest, but unquestionably occupies the 
position of the standard for all creative 
companies in the entertainment triad 
of motion pictures, advertising and 
broadcasting. 


By our actions Omnibus has arrived as 
the leader in an industry which is poised 
on the threshold of greatness. 


Acquisitions 


J. C. Pennie, President Key to our strategy of capturing the 

and Chief Executive Officer. leading position in the accelerating North 
American computer graphics and enter- 
tainment production markets has been the 
philosophy of acquisition. In June, your 
company acquired its largest competitor 
in motion pictures and broadcasting, 
Digital Productions of Culver City, 
California. The product of Digital Produc- 
tions, high resolution output to film through 
the Cray-XMP Supercomputer, is now 
being marketed under the name 
OMNIBUS SIMULATION. By outputting 
directly to tape for television use, produc- 
tion costs are being reduced and accom- 
panying profit potential will be elevated. 


September saw another stride forward, as 
we acquired via merger, Robert Abel 

& Associates and the production assets of 
Abel Image Research of Hollywood, 
California. Omnibus now markets under 
W. Kelly Jarmain, the name ABEL to the advertising industry 
Chairman of the Board. which has recognized and honored Rob- 
ert Abel & Associates with 24 Clios in the 
past two decades for his creative break- 
throughs and innovative solutions to prob- 
lems in television commercial production. 


With the singularly unique ABEL organiza- 
tion as our advertising selling arm, we 
have broadened our opportunities for 
enhanced profits in the areas of live-action, 
special effects and computer-generated 
images. 


Sales Levels Were Tripled in 1986 


Sales for the year ended September 30, 
1986 tripled the previous year’s levels 
reaching $17.3 million. This was the 
second year in a row that we accom- 
plished this increase. It was made with 
only three months of revenue contribution 
by the former Digital Productions and only 
one month's revenue from Robert Abel & 
Associates. 


Earnings Achievement 


Actual earnings were up $2.0 million at 
$1.1 million as compared to a $900,000 
loss in 1985. Our earnings were based 
on operations and license sales after we 
deducted initial losses from the acquired 
companies. Earnings per share reached 
20¢ per common share on a weighted 
average basis. During the fourth quarter 
the company had issued additional shares 
for acquisitions for an aggregate of 8.6 
million common shares issued as of 
September 30, 1986. Earnings per share 
before income tax recovery would be 7¢ 
per common share and after income tax 
recovery 15¢ per common share fully 
diluted as at September 30, 1986. 


Other Markets 


Expansion has not been limited only to 
acquisition, your company has been highly 
active with other productive strategies as 
well. In the area of domestic and interna- 
tional licensing of proprietary technologies 
we have exciting exclusive affiliate 
arrangements with companies in Japan, 
The United Kingdom and Australia. In 
addition, we have licensed non-exclusive 
software to two North American compa- 
nies establishing ourselves as a vital force 
in the industrial marketplace. WNET, New 
York City, is the site of our first “Satellite 
Workstation” where we are employing 
both Omnibus creative and technical 
capabilities for the production of the 
television series, “The Mind.” 


Opportunities Ahead 


We are in the midst of the “Information 
Age” and all companies which will flourish 
in this expansive environment face the 
crossroads of challenge and opportunity. 
Omnibus ventures forward. We have the 
people, the technologies and the 
resources in place. We are staffed—we 
are tooled—we are ready to accept the 
challenge and remain the leading imag- 
ing company in the entertainment industry. 
To further cement our position we plan to 
invest $2.0 million in new software 
research and development in the current 
fiscal year to reduce imaging costs. 


Other positive steps have been taken in a 
proposed joint venture to investigate the 
ability of using high-speed fibre optics for 
communications between different types 
of computers as well as a feasibility study 
for the employment of off-shore encod- 
ing to further reduce data-base construc- 
tion costs. 


To complement our growth, we are work- 
ing to eliminate duplication and overhead 
through a carefully planned consolidation 
of all computer sites in the United States. 
Savings in payroll and other costs from 
this consolidation are expected to reach 
$3.5 million in 1987 with write offs for 
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E TV Programs 
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E Science & Industry 
E Other 


Sales 1982-1986 


(Fiscal years ending 
September 30th $ Millions) 


these termination and discontinued oper- 
ating costs in the first quarter. 


The work we provided for “Labyrinth” and 
“Flight of the Navigator”, two of the most 
inventive films recently produced, gave 
many potential clients their first real view of 
the limitless scope and breadth of our 
resources. 


The establishment of Omnibus/Showscan 
Productions was jointly announced 
recently to utilize the high resolution film 
process demonstrated at Expo ’86 and 
successfully employed by Chevrolet in its 
1986 National Dealer's Sales Shows. 
During the next five years we fully expect 
this revolutionary process to generate 
more than $50 million of production for 
the company. 


Fiscal 1987 will see us not only pursuing 
many new motion picture, advertising and 
broadcasting projects but also developing 
new markets and simulation capabilities. 


Omnibus Science and Industry Division 
is already providing scientists with new 
ways to present data graphically. 


We have completed initial pilot develop- 
ment work on two television series 
featuring computer-generated creatures 
and are also providing computer graphics 
to music video producers. 


One of our companion goals for ’87 is to 
develop new business conceptually. In 
this role we will act as a catalyst, helping 
to “package” motion pictures with major 
special effects content. Omnibus will 
make it possible to bring together scripts, 
actors, producers, directors, financing and 
investors with a minimum Omnibus invest- 
ment. Our first packaging project is 
“Millenium”. A John Foreman presenta- 
tion, it will be produced by your company. 
Details of the distribution guarantees will 
be announced shortly. 


1987 
1986 FORECAST 


Board Appointments 


As a part of our policy to expand and 
strengthen our management support, we 
were pleased to welcome the distin- 
guished motion picture producer/ 
director Norman Jewison to our Board of 
Directors. Other new board appointments 
proposed: William Kennedy, a key execu- 
tive at CROWNX and Thomas Caldwell, 
Chairman of a Toronto-based brokerage 
firm, who will provide a balance to assist 
us in our financial planning. 


The Market 


The Company has now expanded to offer 
a full-service capability to our clients in 
the areas of advertising and TV/Film 
production. The ability to provide our 
customers with one-stop shopping as 
their creative company of choice insures 
our future growth. 


An independent report prepared for the 
company by Palo Alto Management 
Research predicted an annual growth 
rate of 30% in the computer simulation 
industry and your company has made the 
necessary moves to secure the leading 
position in servicing this market. 


We have $58 million in assets in six sites 
and EMAIL and DATA communications in 
place. As important, in maintaining our 
position as the industry leader, we have an 
immense library of graphic images— 
cities, landscapes, highways, football fields, 
and so on, now stored and available as the 
foundation for future productions. 


We are now 200 strong, with a team 
unmatched in the industry for innovation, 
invention, creativity and management. 
This incomparable organization guaran- 
tees us steady growth in an industry 
poised for limitless growth in the future. 


The Year Ahead 


In the first quarter of 1987 we anticipate 
significant write offs and a sizeable loss 
due to the costs incurred in the down- 
sizing of staff for the efficient consolidation 
and rationalization of all U.S. facilities. 


As a result of our acquisition financing, our 
balance sheet reflects negative working 
capital of $6 million, comprised of short 
term debt. It is our intention to eliminate 
this deficit by virtue of an equity offering 

in 1987. 


For the fiscal year 1987, sales of over $55 
million and earnings per share of 35-40 
cents are expected to be achieved. 


On behalf of the Board, 


©. Pennie, President & 
Chief Executive Officer 


W. Kelly Jarmain 
Chairman of the Board 


“Omnibus has emerged 
not only as the largest, 
but also as the pre- 
eminent company...” 


Omnibus Productions 


Brad Calhoun, Vice- 
President, Motion Picture 
Division. 


Feature Focus 
otion pictures represent not only 
the fulfillment of our fantasies, 

but a focus on the future. They 
are at the leading edge of our culture— 
whether seen in theatres, on videotape or 
via network or cable television. Motion 

Pictures are everywhere. 


Omnibus Productions activity mirrored this 
dual role in 1986. We created special 
effects and computer images for a trio of 
multi-million dollar productions. Two of 
them, “2010” and “Flight of The Naviga- 
tor”, awed millions with totally different 
futuristic worlds. The third, “Labyrinth”, 
spun a fantasy tale that fascinated audi- 
ences worldwide. 


These three projects provided the division 
with outstanding opportunities to expand 
and develop new creative and technologi- 
cal abilities. “We are a part of an 
ever-evolving industry,” commented Brad 
Calhoun, Vice President of the Motion 
Picture Division. “We're like explorers who 


Jupiter simulation— “2010,” MGM/UA Entertainment Co. 


discover a new land, map it for others to 
follow, and move on to the next uncharted 
territory.” 


The next “uncharted territory” for Omnibus 
Productions involves not only technology, 
but marketing breakthroughs as well. As 
we outlined in the shareholders letter, 
Omnibus is acting as a ‘catalyst’, devel- 
oping studio-guaranteed publicly- 
financed feature motion picture pack- 
ages much of which is allocated for 


Spaceship simulations— “Flight of the Navigator” 
Walt Disney Pictures/Producers Sales Organization 


This bright and promise-laden future is 
certainly highlighted by the presence of 
Norman Jewison on the Omnibus Board 
of Directors. “Norman is more than an 
outstanding director or experienced pro- 
ducer,” says Ed Johnson. He’s an hon- 
ored figure whose opinion is respected 
throughout the industry. He brings the 
enviable and valuable combination of 
objectivity, experience and knowledge to 
our company— these are great assets!” 


Jeff Kleiser, Director, 
Special Effects, Motion 
Picture Division, 
Hollywood. 


25 minutes of simulation “The Last Starfighter,” Universal/ 
Lorimar, Hollywood. 


The operations center for Omnibus Pro- 
ductions in Hollywood is at the Compa- 
ny’s facility in “Studio G” at Paramount 
Pictures. 


computer graphics. Ed Johnson, Presi- 
dent of Motion Picture Division sums up 
the scale of these ventures very succinctly, 
“It would take 22 projects with $200,000 
special effects budgets to equal the reve- 
nue we will develop with our first feature 
packaging effort, Millenium.” 


As motion pictures continue to be the 
cutting edge of our culture, Omnibus 
Productions intends to be on the cutting 
edge of motion pictures themselves, with 
the resources to grow into a very 
dynamic and profitable future. 


Also completed into pre-production are 
two syndicated television pilots which will 
employ the Omnibus state-of-the-art tech- 
nologies. “As a result of maintaining 
support as a supplier of 
services to pro- 
ducers we 
have identi- 
fied new 
opportunities 
which have led 
to our feature 
film packaging efforts. 
We fully expect both areas to exper- 
ience dramatic growth in the immediate 
future,” notes Brad Calhoun. 


Opening sequence “Labyrinth,” Henson Associates/ 
Tristar Pictures, Hollywood. 


Robert Abel & Associates 


Edgar Johnson, Division 
President, and Robert 
Abel, Executive Creative 
Director and Director of 
Marketing. 


The Picture Worth A Million Words 


hat a picture is worth “a thousand 
words” is a quotation artists have 
echoed for decades. “But if the 
right picture moves the right way, that 
picture can be worth a million words.” 
So says Robert Abel, Executive Creative 
Director and Director of Marketing for 
Omnibus. 


With Robert Abel & Associates now under 
the Omnibus banner, Mr. Abel has person- 
ally assumed responsibilities for advertis- 
ing and market positioning. The future 
prospects are great given that 1986 was 
an excellent year for both Omnibus and 
Robert Abel & Associates. Both before 
and after the acquisition of the Abel 
organization by Omnibus, both compa- 
nies excelled in advertising productions 
completing a record number of 
projects for such major companies as: 
Shell Oil, Sam Sung, Contel, Coca-Cola, 
Mercedes-Benz, Panasonic, Del Monte, 
Chrysler Motors, Sunoco and Benson & 
Hedges to name a few. 


It was also a year of acclaim by the 
advertising community. Robert Abel & 
Associates won its twenty-fourth Clio 
Award, the advertising equivalent 

of the Oscars. Other awards amassed 
during 1986 include the Best of Festival 
award from the National Computer Graph- 
ics Association, a Best of Show citation 
from the Parigraph Awards, three First 
Place Awards at the U.S. Television & 
Radio Commercials Festival, a Gold and 
Silver Hugo from The Chicago Film Festi- 
val, and a Gold and Silver Medal from the 
International Film & TV Festival of New 
York. 


“Goonies” Cyndi Lauper Music Video from Warner Bros. 
Motion Picture release, Hollywood. 
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“Tap Dancer" IBM Corporation, GGK, London. 


Robert Abel looks to the challenge of his 
role in the Omnibus organization with 
anticipation and energy. “There are three 
essential ingredients for success in this 
business—organization, people and 


“Putting special effects in the can” Millimetre Magazine. 


“Clouds” General Motors, Pontiac Division, 
D'Arcy McManus/Benton & Bowles, St. Louis. 


“Hot Tan Roof” Tropicana Inc./Leo Burnett, Chicago. 


“Power” Benson & Hedges Gold Center, 
Cinecommunication of Kuala Lampur, 
Malaysia/KHK/Needham. 


technology. Once you have them all in 
place, and we do, the only direction we 
can go is up. And that’s where we're 
going.” 

The Division has put together all three 
ingredients. Its marketing resources are 
the strongest of any production company 
in advertising with representatives in New 
York, Chicago, Detroit, Los Angeles, and 
Toronto. It is organized to make the most 
of any opportunity with live action, special 
effects, miniatures, and computer graphics 
as specialty areas for the company. In 
addition, all the specialty areas can be 
integrated. For example, computer graph- 
ics with live action to break new ground 

... for our competitive edge. 


Bruce Dorn, Director, 
Silver and Gold medal 
winner, International Film 
& TV Festival of New York. 


Mark Vargo, Special 
Effects Supervisor, 
Academy Award nominee. 


Randy Roberts, Director, 
CLIO award winner. 


Kenny Mirman, Director, 
CLIO award winner. 


Robert Abel & Associates 10 


The Museum of Modern Art has stated 
that the ideas of Robert Abel “changed 
forever the look of American television.” 
Already a graphic designer, photographer, 
award-winning film maker, teacher and 
idea person, Robert Abel saw his career 
take a profound turn with his first television 
Executive producers, (left project, with the re-design of ABC Televi- 
to right) Sherry McKenna, sion’s on-air graphics resulting in a spec- 
Shelagh Cox, and Ami tacular 3-D presentation of the network. 


Agmon. - 
: kiai “Chain Reaction” Del Monte Corporation, Hawaiian 
The Robert Abel & Associates Division Punch, DYR, Los Angeles. 
has the talent that not only wins awards 
but also moves people to buy products. 


Among directors on staff are nine-time Abel director and director of numerous 
Clio winner Tom Barron who has directed award-winning commercials; Bruce Dorn, 
commercials for Panasonic, 7-Up, and live action and special effects director 
Canon among other clients; Mark Vargo, whose “Equa” film resulted in a massive 
who pioneered live action and special sales increase for the Herman Miller chair 
effects techniques in such feature films as “for people who can't sit still.” 


the “Empire Strikes Back,” “Raiders of the 
Lost Ark,” “Ghostbusters,” and “2010”; 
Randy Roberts, for seven years a Robert 
John Badham, Motion Picture Director. 


“Brilliance” (Sexy Robot) Canned Food Information 
Council, Ketchum Aavertising, San Francisco. 


Edgar Johnson, President of the Abel 
Division, sees “behind the talent is, of 
course, our 60,000 sq. ft. facility in 
Hollywood.” Complete with studios, 
motion control camera systems, optical 
laboratories and miniature and model 
construction facilities it offers a full ser- 
vice concept for the demanding advertis- 
ing client. 


“King Kong”, as directed by Bob Abel for Transamerica 


Corporation, Della Femina Travisano & Partners, New York. 


“Heightened reality, is what we were 
after”, says Robert Abel, reflecting on the 
early years. His company’s talents were 
immediately sought after. Their first Clio 
award came from the 7-Up “Bubbles 
Uncola” campaign, and the projects and 
the clients kept coming. 


Today at Omnibus/Abel it’s not just com- 
puter graphics, but the whole array of 
special effects and live action creativity 
that makes a Robert Abel production 
mean so much. A Transamerica Corpora- 
tion commercial that featured a “King 
Kong” ape climbing the Transamerica 
“Pyramid” building in San Francisco used 
miniatures, special effects, opticals and 
live action. But most important were the 
feelings, from anger to sadness that the 
ape communicated, which supported the 
sponsor’s selling message. 


“No matter what effect is used, it must 
always be remembered that it's only 
effective if it communicates”, adds Abel. 
With confidence, “this Division of Omnibus 
can look to producing the most powerful 
advertising communication in the history 
of television — many, many pictures with 
the undisputed value of many millions of 
words.” 


It's only effective if it 
communicates. 


Mario Kamberg, Director, 
CLIO award winner. 


Alan Battino, Director, 
CLIO award winner. 


Steve Beck, Director, 
computer simulation. 


Lee Dyer, Director, 
animation and effects. 
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Northern Division 
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Joseph Martin, President, 
Northern Division. 


] 


Forward On All Fronts 


he Northern Division “made signif- 
icant strides during the year in all 
areas of computer graphics— 


advertising, broadcasting, and films”, com- 
ments J.F. Martin, President of the North- 
ern Division. “We were able to produce an 
excellent volume together with an equal 
measure of creative and technical 
excellence.’ 


Among the projects completed in 1986 
were network identification programs and 
promotions for the Canadian Broadcast- 
ing Corporation, identification promos for 
CTV, and a major computer graphic 
commercial for Listerine, produced for J. 
Walter Thompson. For the Ontario Place 
Video Theatre, the Division produced a 
12-minute computergenerated film which 
received excellent reviews from audiences. 


Omnibus Canada won several critical 
acclaims during the year...among others, 
both a Gold and Bronze award at the 
Houston International Film Festival for 
“Kodak Imagination” and “CTV Network 
I.D.” respectively. 


MMM 


“Easy” Purolator Courier, Grant & DeNike, Inc., Toronto 


The Company created a successful 
commercial for “Expo 86”, which accord- 
ing to the Baker Lovick agency was a 
major contributor to the sale of a record 
14,000,000 tickets prior to the opening of 
the World’s Fair in Vancouver. 


1986 was also a very important year for 
research and development, and a big 
part of the Company's R & D efforts are 
conducted in Toronto. “The change today 


“Expo 86” World's Fair, Baker Lovick, Vancouver. 


The Toronto facility and the Company's 
Executive offices are located above the 
principal subway terminal at Yonge Street 
and Eglinton Avenue in the Transamerica 
Tower. The 6,000 square foot operation 
provides complete services from vector to 
raster, all in 3-D, on either videotape or 
35mm film. 


1987 will be a strong year as the Northern 
Division also moves forward into live 
action production. 


Creative team, (left to 
right) Keith Ballinger, Kim 
Davidson, Dan Philips, and 
John Stollar. 


“Marilyn Monrobot” R & D work on human animation and 
real life simulation. 


is really two-fold”, says Joe Martin. “There 
is the need to integrate computer graphics 
with live action on a cost effective basis. 
There is also the need to directly simulate 
objects and products, also in a more cost 
effective manner. We are investing in the 
development of new UNIX software to be 
ahead of these trends.” 


The investment is paying off in Toronto 
with the development of a new look in 
entertainment—three-dimensional cartoon 
films, all animated by computer. A pilot 
for a 70-minute theatrical release, due 
Christmas of ’87 is being produced. 


“CBC Network Image” Canadian Broadcasting 
Corporation/Bo Gehring (Canada) Ltd., Toronto. 


To meet both present and anticipated 
demand for computer time, Omnibus has 
reached a three-year agreement to access 
Canada’s most powerful computer. An 
agreement between The Centre For Large 
Scale Computation at The University of 
Toronto and Omnibus will allow the com- 
pany to render complex animation 
sequences for its films on the Centre’s 
Cray-XMP Supercomputer, using the soft- 
ware already developed on the Com- 
pany’s own Cray-XMP in Los Angeles. 


“Irvine Spectrum," the Irvine Company, California, by 
Lawrence Marshall Productions, Toronto. 


Omnibus Simulation 


George Heywood, 
President, Simulation 
Division. 


Don Thorpe, Vice- 
President, Science & 
Technology Division. 


Robert Swanson, Il, 
President Affiliates 
Network. 


Science & Technology 


tis the simplest of concepts to 

understand: there is more hidden 

in what we know—such as the tip 
of the iceberg hiding its actual size— 
than we really do know. It is a concept 
that the Science and Technology Division 
of Omnibus Simulation is challenging and 
changing with the most sophisticated 
application of computer graphic 
technologies. 


Science and Technology is the division of 
Omnibus Simulation that licenses Omni- 
bus proprietary software, and provides 
time sales, graphic simulation consulting 
and the highest possible computer graph- 
ics production to scientists, govern- 
ments, and industry—the non-advertising 
and entertainment segments of the 
marketplace. 


Identified as a certified supercomputing 
site by the U.S. National Science Foun- 
dation’s Office Of Advanced Scientific 
Computing, the Science and Technology 
Division has been providing these 
researchers with a unique and total 
approach to scientific graphics services, 
supplying art direction, Cray supercom- 
puter time for interface support, modifica- 
tion to existing software, post-production 
services, and more. 


National Science Foundation, research for University of 
California, by Richard Grotjahn. 


Two of the more amazing and useful 
applications of the technology in the 
Science and Technology Division are in 
the areas of wind shear and fluid flow. 


By use of the Omnibus graphics a pio- 
neering research film has been completed 
which establishes the clear correlation 
between a computer simulation and the 
way in which aircraft react to this invisi- 
ble and deadly weather condition. A 
scientific film produced by the Science 
and Technology Division may change how 
airplanes are flown in thunderstorms. 
Kelvin Droegmeier’s film establishes a 
correlation between a computer simulated 
thunderstorm and a real thunderstorm. 


Signing of licence agreement for Japan with Benjuro 
Uremura, President & founder of Tohokushinsha Film 
Company, Tokyo. (left to right) Benjuro Uremura, 

J. C. Pennie, and E. Johnson. 
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Until now physicists have been unable to 
demonstrate the nature of certain fluid 
problems. A film produced by 
the Science and Technology 
Division has yielded valuable 
results about the nature of 
fluids in motion. Dr. Sethian, 
who produced the film, says, 
“If I had produced the data 
for this study as hard 
copy if would have 
been as big as 17 San 
Francisco phone books 
—and what can you do with 
that?” Instead, his data was synthesized 
into easily-comprehended film images. 


Hardware available to Science and Tech- 
nology projects includes the Cray-XMP 
supercomputer, an IBM 4331-2 and three 
VAX- 11/780 systems, backed up by the 
latest in graphic equipment, specially 
tailored software, and communications 
equipment. 


The development of Omnibus’ state-of-the- 
art three-dimensional graphics system, 
called Digital Scene Simulation, repre- 
sents more than 50 man-years of work 
and a million lines of code. That devel- 
opment continued and resulted in a body 
of efficient and finely-tuned computer 


graphics software, complementary sup- 
porting tools, and a staff with expertise in 
computer graphics and the 
production of high-resolution 
images on both film and 
videotape. 


Omnibus Cray-XMP Supercomputer located 
at the Omnibus Culver City, California, facility. 


The company is consolidat- 
ing into one site at Omnibus 
Simulation all computer 
graphics facilities from 

Omnibus Paramount and its 

recently merged acquisitions, Digital 

Productions and Robert Abel & Associates, 

Inc. This consolidation, which encompas- 

ses computer hardware and software, as 

well as personnel, will increase producti- 
vity through reducing operating costs by 
approximately $3.5 million (US) 

annually. 


National Science Foundation, research by Robert 
Devaney for Boston University. 
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Larry Yaeger, Vice- 
President, Software 
Research & Development. 


David Sieg, Vice-President, 
Computer Systems. 


ł E) 
Greg Hermanovic, 


Manager UNIX Software 
Research & Development. 


Brad DeGraf, Manager 
Technical Production, 
Omnibus Simulation. 


Omnibus Simulation 6 


New York production 

team for WNET, (left to 

right) Jeffrey Marvin, 

on Gordon and Floyd 
illis. 


From its start in broadcast just two years 
ago, Omnibus has now clearly arrived as 
a major resource in North America. In 
1986 the division created the graphic 
identity for ABC, the NBC news opening 
sequence and the primary graphics for 
the CBS Morning News. In addition, we 
carried out projects for all the major cable 
networks: HBO, ESPN, SIN and Showtime. 
Omnibus created the major identification 
program for the new Fox Television Net- 
work, the Paramount 75th Anniversary 
logo, and the graphic identity for the new 
program from the Children’s Television 
Workshop, Square One. 


“CITY” Entertainment & Sports Programming Network, 
New York. 


The Images Are The Thing 


It happens very quickly—often in a matter 
of seconds. That's how long it takes the 
television viewer to identify and translate 
the on-screen images of a network, pro- 
gram or commercial into a positive or 
negative experience. 


Literally millions of dollars of advertising 
revenue is at stake when attempting to 
create an image. At Omnibus our work on 

both the creative and technical levels has George Heywood, President of Omnibus 
gone a long way in creating those desired | Simulation Division, states “Combining the 


“CBS Fall Election Campaign '86”, CBS Television Network. 


positive images. That may be the key increased efficiency of direct output to 

reason why—time and time again—previ- | tape for television, with the Cray Super- 

ous Clients assign their success in the computer and the innovative new software 

commercial industry to the company we're developing, we expect even larger 

regarded as the definitive source. assignments during 1987. With our solid 
network footing, we look to unlimited 
growth”. 


“Premiere Films” Home Box Office, Inc., New York. 


Financial 
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Details Of Accelerated Growth 


oth internal growth and major 
acquisitions in 1986 accelerated 
the size and scope of the Com- 


pany. Four significant financial 
accomplishments took place: 


e Participation in the Canadian Audio- 
Visual Certification Program will result in 
Omnibus Computer Graphics’ 
images qualifying for favorable tax 
treatment. 


¢ The arrangement of the financing 

for the acquisition of Digital Pro- 
ductions and the Cray X-MP Supercom- 
puter. The aggregate purchase price was 
approximately $14.7 million (U.S. $10.5 
million), consisting of U.S. $4.0 million, 
800,000 series “A” non-voting preference 
shares, 290,250 common shares and a 
U.S. $4.0 million non-interest bearing 
secured promissory note. 


¢ The arrangement of the financing 

for the acquisition of Abel and 
Associates and the production division 
of Abel Image for an aggregate purchase 
price of approximately $10.2 million (U.S. 
$7.3 million), consisting of U.S. $500,000 
in cash, U.S. $3.0 million in unsecured 
promissory notes, 1,153,428 common 
shares and liabilities of approximately 
U.S. $240,000. 


e The implementation of uniform cash 
flow controls as well as job costing 
and bidding systems in all Omnibus 
locations including acquisitions. 


Performance and Potential 


Omnibus can judge its performance since 
its inception 5 years ago on two factors, 
revenue growth and profitability. 


Revenues have grown from $486,000 
in 1982 to $17.3 million in 1986, to 
$55.0 million in 1987 a compounded 
annual increase of 300%. Profitability 
has increased from a loss in 1985 of 
$900,000 to a $1.1 million profit in 1986. 


Omnibus’ sales to asset base ratio has 
improved from 1:2 in 1985 to 1:1 in 1986 for 
the following reasons: 


e “live action” work which now 
comprises approximately 20% of 
sales is less capital intensive than 
computer graphics imagery. 


e the cost of both hardware and 
software has declined in relation to 
per unit output. 


e the company, because of its size, can 
enjoy economies of scale in the 
development of projects. 


e the data bases of the three predeces- 
sor companies combine to further 
reduce production costs. 


1983 1984 1985 


W. McMahon, Vice- 
President Finance and 
Administration, Treasurer. 
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Omnibus Computer Graphics Inc. 
(Incorporated under the laws of Ontario) 


September 30, 1986 
(with comparative amounts at September 30, 1985) 


Assets 
1986 1985 
Current assets: 
Cash $ 2,740,718 
Accounts receivable 10,703,066 $ 2,360,453 
Prepaid expenses (note 2) 1,651,710 326,025 
Total current assets 15,095,494 2,686,478 
Fixed assets—at cost: 
Machinery and equipment 18,572,608 7,943,524 
Office equipment 962,282 512,555 
Leasehold improvements 1,808,238 1,011,168 
Machinery and equipment under capital lease 1,994,856 580,517 
23,337,984 10,047,764 
Less accumulated depreciation and amortization (3,058,417) (1,456,806) 
20,279,567 8,590,958 
Other assets (note 2) 6,278,825 1,203,798 
Excess of acquisition cost over fair market value of acquired identifiable assets 
(less amortization of $65,627 (note 3)) 16,845,551 
$58,499,437 $12,481,234 


(See accompanying notes) 


Omnibus Computer Graphics Inc. 


September 30, 1986 


(with comparative amounts at September 30, 1985) 


Liabilities and Shareholders’ Equity 


1986 1985 
Current liabilities: 
Due to bankers—on overdraft $ 7,879 
—on demand (note 4) $ 1,155,000 
Accounts payable and accrued charges 9,568,082 1,521,285 
Taxes payable 100,000 
Current notes payable issued on acquisitions (note 5) 4,200,000 
Current portion of long-term debt (note 6) 5,169,473 589,301 
Customer deposits 1,262,239 
Total current liabilities 21,454,794 2,118,465 
Long-term debt (note 6) 17,739,515 6,934,387 
Shareholders’ equity: 
Share capital (note 7) 22,030,613 6,416,497 
Deficit (statement 2) (2,960,564) (3,161,819) 
Unrealized foreign currency translation adjustment 235,079 173,704 
19,305,128 3,428,382 
Commitments and contingencies (notes 1 and 11) 
$58,499,437 $12,481,234 


On behalf of the Board 


J.C. Pennie, President & 
Chief Executive Officer 


W. Kelly Jarmain 
Chairman of the Board 
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Consolidated Statement of Deficit 20 
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Omnibus Computer Graphics Inc. Year ended September 30, 1986 

= (with comparative amounts for 1985) 

1986 1985 

Deficit, beginning of year $(3,161,819) $(2,200,381) 

Expenses related to issue of shares (note 9) (915,577) (62,674) 

(4,077,396) (2,263,055) 

Income (loss) for the year (statement 3) 1,116,832 (898,764) 

Deficit, end of year $(2,960,564) $(3,161,819) 
(See accompanying notes) 


AUDITORS’ REPORT 


To the Shareholders of 
Omnibus Computer Graphics Inc. 


We have examined the consolidated balance sheet of Omnibus 
Computer Graphics Inc. as at September 30, 1986, and the consoli- 
dated statements of income, deficit and cash flows for the year then 
ended. Our examination was made in accordance with generally 
accepted auditing standards, and accordingly included such tests 
and other procedures as we considered necessary in the 
circumstances. 

In our opinion, these consolidated financial statements present 
fairly the financial position of the Company as at September 30, 1986 
and the results of its operations and the changes in its financial 
position for the year then ended in accordance with accounting 
principles generally accepted in Canada applied on a basis consis- 
tent with that of the preceding year. 


London, Canada. 
December 15, 1986. 


T RTN R 


Chartered Accountants. 


Consolidated Statement of Income 


Omnibus Computer Graphics Inc. 


Year ended September 30, 1986 


(with comparative amounts for 1985) 


1986 1985 

Sales $17,317,448 $ 5,850,681 
Expenses (noie 8): 
Operating costs 12,581,641 5,090,044 
Depreciation and amortization 2,183,234 1,034,886 
Interest and finance charges 1,335,741 902,614 

16,100,616 7,027,544 
Income (loss) from operations 1,216,832 (1,176,863) 
Gain on disposal of equipment 131,102 
Income (loss) for the year before income taxes and extraordinary item 1,216,832 (1,045,761) 
Provision for income taxes 815,000 
Recovery of investment tax credits (note 9) (146,997) 
Income (loss) before extraordinary item 401,832 (898,764) 
Recovery of income taxes due to prior years’ losses 715,000 
Net income (loss) for the year $ 1,116,832 $ (898,764) 
Weighted average number of outstanding common shares during the year 5,649,000 4,032,890 
Earnings (loss) per common share: (note 7(a)) 
Before extraordinary item $ .07 $ (.22) 
For the year $ .20 $ (.22) 
Fully diluted earnings (loss) per share: (note 7(a)) 
Before extraordinary item $ .07 $ (.22) 
For the year $ als $ (.22) 


(See accompanying notes) 
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Consolidated Statement of Cash Flows 
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Omnibus Computer Graphics Inc. 


Year ended September 30, 1986 


(with comparative amounts for 1985) 
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1986 1985 
Cash provided by (used in) operating activities: 
Income (loss) for the year before extraordinary item $ 401,832 $ (898,764) 
Add (deduct) to income items not affecting cash 
Depreciation and amortization 2,183,234 1,034,886 
Deferred finance charges 78,926 25,016 
Gain on sale of equipment (131,102) 

2,663,992 30,036 

Recovery of income taxes 715,000 
Net change in non-cash working capital balances related to income 1,286,553 (1,773,476) 
Cash provided by (used in) operating activities 4,665,545 (1,743,440) 
Cash provided by (used in) financing activities: 
Long-term borrowings 9,739,454 1,997,512 
Issue of shares 15,614,116 1,147,400 
Expenses related to issue of shares (915,577) (62,674) 
Repayments of long-term debt (597,000) (445,947) 
Cash provided by financing activities 23,840,993 2,636,291 
Cash provided by (used in) investment activities: 
Business acquisitions (note 3) (25,633,311) 
Purchase of fixed assets (470,420) (1,165,963) 
Outlays for other assets (870,585) (660,91 2) 
Unrealized foreign exchange gain 61,375 80,065 
Proceeds on sale of fixed assets 139,000 
Cash used in investment activities (26,912,941) (1,607,810) 
Increase (decrease) in cash during the year 1,593,597 (714,959) 
Cash at beginning of year (7,879) 707,080 
Cash at end of year $ 1,585,718 $ (7,879) 
Cash is represented by cash balances net of amounts due to bankers on overdraft or on demand. 
(See accompanying notes) 


Notes to the Consolidated Financial Statements 


SEPTEMBER 30, 1986 


1. Significant accounting policies 

These consolidated financial statements have been prepared by 
management in accordance with accounting principles generally 
accepted in Canada consistently applied. Because a precise deter- 
mination of many assets and liabilities is dependent upon future 
events, the preparation of financial statements for a period necessar- 
ily involves the use of estimates and approximations which have 
been made using careful judgement. The financial statements have, 
in management's opinion, been properly prepared within reason- 
able limits of materiality and within the framework of the accounting 
policies summarized below. 

At September 30, 1986, the Company’s current liabilities exceed 
its current assets, largely as a result of the acquisitions outlined in 
note 3. These consolidated financial statements have been pre- 
pared based on the assumption that the Company will be able to 
continue discharging its liabilities and realizing its assets in the 
normal course of business. The Company's ability to do so is depen- 
dent upon raising additional equity capital or, if necessary, renegoti- 
ation of borrowing arrangements or securing new sources of long- 
term debt financing (note 12). 


(a) Basis of consolidation 

The consolidated financial statements include the accounts of the 
Company and its wholly-owned U.S. subsidiaries, Omnibus Com- 
puter Graphics Center, Inc., Omnibus Simulation, Inc., Robert Abel & 
Associates, Inc., and Omnibus Computer Leasing Corp. The results 
of operations of the subsidiaries are included from their respective 
dates of incorporation and acquisition. 

On June 30, 1986, the Company acquired a Cray X-MP super- 
computer and the assets and assumed certain liabilities of Digital 
Productions. Effective September 1, 1986 the Company acquired by 
merger all of the share capital of Robert Abel & Associates, Inc. and 
certain assets and liabilities of the production division of Abel Image 
Research, Inc. These acquisitions have been accounted for using 
the purchase method. Accordingly, these consolidated financial 
statements include the assets and liabilities acquired and results of 
operations from the effective dates of acquisition. 


(b) Revenue recognition 
The Company follows the percentage of completion method for the 
recognition of revenue. Under this method, all costs directly related 
to a job, including an allocation of overhead, are expensed in the 
period and a portion of revenue, computed with reference to the 
percentage of completion of the job, is recognized where a contract 
has been signed at the reporting date. In the case where a contract 
has not been signed at the reporting date, and no loss is expected 
on the contract, revenue is recognized in an amount equal to costs 
incurred. Revenue recognized in excess of that billed is included in 
accounts receivable and amounts to $4,594,415 (including $2,501,100 
where contractual agreements are being finalized for signing) at 
September 30, 1986 and $685,000 at September 30, 1985. 

Where it is anticipated a loss will be incurred upon completion of a 
job, provision is made for the total anticipated loss in the period in 
which it became evident. 


— 


The Company recognizes revenue on the sale of software licenses 
at the effective date of the license sale. Revenue is recognized for 
these sales only after all significant acts necessary to entitle the 
enterprise to the revenues have been performed, reasonable assur- 
ance exists regarding the measurement of the consideration to be 
received and ultimate collection of the consideration is reasonably 
assured. Costs which will be incurred subsequent to the effective 
date of the license sale are accrued at the point the revenue is 
recognized. 


(c) Foreign currency translation 

The accounts of the United States subsidiaries are translated into 
Canadian dollars using the current rate method. Under this method, 
assets and liabilities are translated at the current rate of exchange at 
the balance sheet date and revenue and expense items are trans- 
lated at the average rates of exchange for the period. Gains and 
losses arising from translation are deferred in a separate component 
of shareholders’ equity until there is a reduction inthe net investment 
in the United States subsidiaries. 


(d) Fixed assets and depreciation 
Fixed assets are stated at cost including costs of installation. The 
Company depreciates its machinery and equipment at one-half of 
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the regular rate commencing on the date of acquisition until such 


time as the equipment becomes substantially productive (i.e. until 
equipment is generating revenue at approximately one-half of nor- 
mal capacity). The regular rates applied are as follows: 


Machinery and equipment 
Automotive equipment 
Office equipment 

Cray computer 

Leasehold improvements 


10% straight line 

30% declining balance 

20% declining balance 

20% straight line 

Over the unexpired term of the lease 


Gains and losses on disposal of fixed assets are recognized in the 
period of disposal. 


(e) Excess of acquisition cost over fair value of identifiable assets 
acquired 

These amounts are deferred and written off over 20 years from the 
effective dates of acquisition. 


(f) Computer software 
The cost of purchased computer software is deferred and written off 
over three years at the rates of 50%, 30%, and 20% per year, 
respectively. Should it be determined that these costs will not likely 
be recovered through future revenues, such costs are written off to 
income. 

The costs of software developed by the Company are written off in 
the period the costs are incurred. 


(g) Data base costs 

The Company defers the cost of creating its data base of computer 
generated images. These costs include salaries, wages, benefits 
and other direct costs relating to the data base. One-quarter of these 
costs are included in operating costs in the year in which the costs 
are incurred with the remaining three-quarters deferred and written 
off over three years at the rates of 50%, 30% and 20% respectively. 
Purchased data base is written off over three years at rates of 50%, 
30% and 20% respectively from the date acquired. Should it be 
determined that these deferred costs will not likely be recovered 
through future revenues, such costs are written off to income. 


(h) Start-up costs 
Start-up costs are expensed in the year they are incurred. 


(i) Research and development costs 
Research and development costs, net of government grants received, 
are Charged to operating expenses as incurred. 


(i) Income taxes 

The Company follows tax allocation accounting. No provision has 
been made in the accounts for the value of tax reductions which may 
arise in future years from the application of prior year years’ losses 
incurred. 

Up to September 30, 1985 investment tax credits were accounted 
for by using the “flow-through” method whereby the Company 
recognized the net tax benefit of these credits in the year in which the 
eligible expenditures were made as long as the credits were realized 
in that year or there was reasonable assurance that they would be 
realized in future years. Commencing in 1986 the Company accounts 
for investment tax credits by the cost reduction method which is in 
conformity with the new recommendations specified by the Cana- 
dian Institute of Chartered Accountants. This method, whereby the 
credits are applied to reduce related expenditures, is being applied 
on a prospective basis. The effect of this change in accounting policy 
in the year ended September 30, 1986 is not material. 


2. Other assets 
Other assets consist of the following: 1986 1985 
Long-term portion of prepaid 

rent and taxes $ 264,600 $ 408,137 
Deferred data base costs 2,670,776 687,632 
Deferred financing charges 71,728 108,029 
Purchased software 2,940,000 
Deposits 110,030 
Notes receivable—Restless 

Entertainment (a related party) 221,691 

$6,278,825 $1,203,798 


The long-term portion of prepaid rent and taxes consists of rent and 
property taxes for the lease of premises by Omnibus Computer 
Graphics Center, Inc., which have been prepaid for the entire lease 
term of five years. The annual rental of U.S. $108,000 per annum is 
amortized on a straight line basis over the term of the lease. The 
current portion of prepaid rent and property taxes in the amount of 
$108,000 is included in prepaid expenses at September 30, 1986. 

With respect to database, the Company incurred costs during the 
year of $3,206,342 ($1,867,182 in 1985) in the creation of its anima- 
tion files, tests and application of computer images, $2,003,064 
($1,179,550 in 1985) of which was expensed during the year with the 
remaining $1,203,278 ($687,632 in 1985) deferred and to be written 
off over three years at rates of 50%, 30% and 20% respectively. 


3. Acquisitions 
On June 30, 1986 the Company acquired a Cray X-MP supercom- 
puter and the assets and assumed certain liabilities of Digital Pro- 
ductions whose operations involved the providing of computer gen- 
erated images for the entertainment industry. 

Effective September 1, 1986 the Company acquired the shares of 
Robert Abel & Associates, Inc. and the production division of Abel 
Image Research, Inc. 
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Particulars of the acquisitions are as follows: 


The 
Robert production 
Abel & division of 
Digital Associates, Abel Image 
Productions Inc. Research, Inc. Total 
Non-current assets acquired: 
Excess of acquisition cost over fair value of 
acquired identifiable assets $ 6,005,248 $7,495,530 $3,410,400 $16,911,178 
Fixed assets 10,150,000 1,171,800 1,498,000 12,819,800 
Software 2,800,000 490,000 3,290,000 
Database 1,400,000 1,400,000 
Other assets 79,965 29,400 109,365 
20,435,213 8,696,730 5,398,400 34,530,343 
Less long-term debt and lease obligations assumed (1,164,274) (280,000) (218,400) (1,662,674) 
Net investment in non-current assets 19,270,939 8,416,730 5,180,000 32,867,669 
Net working capital deficit assumed (4,075,958) (778,400) (2,380,000) (7,234,358) 
Total purchase price $15,194,981 $7,638,330 $2,800,000 $25,633,311 
Purchase price consists of: 
Cash $ 5,600,000 $ 700,000 $ 6,300,000 
Note due to Control Data Corporation 5,600,000 5,600,000 
Note due to shareholders of Robert Abel & Associates, Inc. 

(note 5) 3,500,000 3,500,000 
Note due to Abel Image Research, Inc. (note 5) $ 700,000 700,000 
800,000 Series “A” preference shares of 

Omnibus Computer Graphics Inc. 2,103,145 2,103,145 
Common shares of Omnibus Computer Graphics Inc. 1,387,395 3,185,000 2,100,000 6,672,395 
Expenses of acquisitions 504,441 253,330 VTA 

$15,194,981 $7,638,330 $2,800,000 $25,633,311 
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4. Due to bankers—on demand 


5. Current notes payable 


Great American Bank: 

U.S. $500,000 repayable on demand bearing interest at 
prime plus 5%. (prime being 712% at September 30, 1986). 
The Company has pledged the accounts receivable of 


Robert J. Abel $3,325,000 


Con Pederson 175,000 
Abel Image Research, Inc. 700,000 
$4,200,000 


Robert Abel & Associates, Inc. as collateral for the loan $ 700,000 
Key Bank: The above notes due to related parties are interest bearing and 
U.S. $325,000 repayable on demand bearing interest at due in full on the earlier of April 10, 1987 or 15 days after the closing of 
prime plus 2%. (prime being 712% at September 30, 1986). a proposed public share offering of the Company. Interest is due 
The Company has pledged the accounts receivable of and payable on the same dates and is accrued and compounded 
Omnibus Computer Graphics Center, Inc. as collateral daily using the prime rate of interest established from time to time by 
for the loan 455,000 | the Security Pacific National Bank (prime being 712% at September 
$1,155,000 30, 1986). 
6. Long-term debt (note 12) 
Long-term debt consists of the following: 
1986 1985 
Term bank loan—Canadian $1,750,000 $1,985,000 
Term bank loan—United States 3,500,000 3,435,500 
Due to Ontario Development Corporation 323,191 456,335 
Convertible debenture due to 
598606 Ontario Limited 600,000 
Convertible debentures due to Ventures 
West Technologies Limited and 
Ventures West Technologies Limited 
Partnership 500,000 
Amounts payable under contracts 157,397 
Obligation under capital lease— 
United States 2,369,260 546,853 
Notes payable: 
National Sea Products Limited 5,600,000 
Control Data Corporation 5,600,000 
Crownx Inc. 2,800,000 
Other notes payable 809,140 
22,908,988 7,523,688 
Less current portion due within one year 5,169,473 589,301 
$17,739,515 $6,934,387 
Long term debt is repayable as follows: 
Principal 
Minimum lease Imputed Capital 
payments interest leases Debt Total 
1987 $1,235,614 $199,850 $1,035,764 $ 4,133,709 $ 5,169,473 
1988 849,562 82,539 767,023 10,548,089 Tiets iiz 
1989 483,428 21,238 462,190 1,628,094 2,090,284 
1990 110,041 5,758 104,283 1,119,836 1,224,119 
1991 and thereafter 3,110,000 3,110,000 
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(a) Term bank loan—Canadian 
The loan is payable on demand and bears interest at prime plus 2% 
(prime being 934% as at September 30, 1986) and is repayable at 
$30,000 per month plus interest to July 26, 1991 with the balance of 
$10,000 due August 26, 1991. 

The Company has pledged as collateral for the loan all the assets 
of the Canadian company including the shares it owns in Omnibus 


Computer Graphics Center, Inc. In addition, the Company has 
assigned the proceeds of a life insurance policy on the president of 
the Company amounting to $1,000,000. Omnibus Computer Graph- 
ics Center, Inc. has guaranteed the loan to a maximum of $1,850,000. 

As at September 30, 1986 the Company is in violation of certain 
loan covenants in the security agreement and has obtained waivers 
from the lender for the violations. 


(b) Term bank loan—United States 

The loan of U.S. $2,500,000 is payable on demand and bears 
interest at the United States prime bank rate (prime being 712% at 
September 30, 1986) plus 2% and is repayable at the rate of U.S. 
$69,444 per month beginning May 1, 1987 with the final payment 
due on April 1, 1990. 

The loan is guaranteed by the parent Company and all the assets 
of Omnibus Computer Graphics Center, Inc. have been pledged as 
collateral for the loan. 

As at September 30, 1986 the Company is in violation of certain 
loan covenants in the security agreement and has obtained waivers 
from the lender for the violations. 


(c) Due to Ontario Development Corporation (note 12) 

The loan bears interest at 16.5% and is repayable in blended monthly 
payments of principal and interest of $17,569 with the balance of 
$42,233 due on May 15, 1988. 

As collateral for the loan the Company has granted fixed charges 
on certain machinery and equipment located in Canada, a fixed 
charge on all chattels located in Canada and a floating charge on all 
the other assets of the Company located in Canada subject to the 
prior charges of the Company’s banker. In addition, the loan is 
guaranteed by two shareholders of the Company to a maximum of 
$250,000 each and is guaranteed in total by Omnibus Computer 
Graphics Center, Inc. 

As at September 30, 1986 the Company is in violation of certain 
loan covenants in the security agreement and has obtained waivers 
from the lender for the violations. 


(a) Convertible debenture due to 598606 Ontario Limited 

The debenture carried an interest rate of Canadian prime plus 2% 
repayable in full at maturity on March 29, 1987 with no principal 
payments due until then. The debenture was issued pursuant to a 
private placement on April 15, 1985. The debenture was converted 
into 444,444 common shares of the Company on June 30, 1986. 


(e) Convertible debentures due to Ventures West Technologies 
Limited and Ventures West Technologies Limited Partnership 
The debentures carried interest rates of Canadian prime bank rate 
plus 2% and repayable in full at maturity on April 1, 1988 with no 
principal payments due until then. The debentures were issued 
pursuant to a private placement on April 15, 1985. The debentures 
were converted into 370,371 common shares of the Company on 
June 27, 1986, and July 18, 1986. 


(f) Amounts payable under contracts 

Contracts payable to various equipment suppliers, collateralized by 
equipment, are repayable in monthly principal and interest instal- 
ments of $1,854. 


(g) Obligation under capital lease—United States 
The United States capital lease bears interest at an effective rate of 
14.4% and is repayable in monthly amounts of U.S. $9,825 to April 15, 
1990. 

As collateral for the obligation the Company has pledged the three 
pieces of video equipment covered by the lease. 


(h) Promissory note due to National 
Sea Products Limited (note 12) 

The non-interest bearing promissory note of U.S. $4,000,000 is due in 
full on June 24, 1987 with no principal payments due until then. National 
Sea Products Limited has a first charge on the Cray X-MP supercom- 
puter as collateral for the note and a first charge on the Digital assets 
(note 3). In lieu of interest 230,000 common shares of the Company 
were issued to National Sea Products Limited (note 7). In the event 
the note is repaid prior to June 24, 1987, the amount payable will be 
reduced by an amount equal to 1% of the principal balance for each 
full month remaining to June 24, 1987. In the event the note is not 
repaid prior to June 24, 1987 the Company may extend the term of 
the note and shall, at the option of the holder issue 115,000 common 
shares of the company or pay interest to the holder from June 25, 
1987 at prime plus 1%. 


(i) Note due to Control Data Corporation (note 12) 

The non-interest bearing subordinate note of U.S. $4,000,000 is due 
in full on December 31, 1986. Control Data Corporation has a 
second charge on the Cray X-MP supercomputer as collateral for the 
note. If not paid when due, interest will accrue at an annual rate of 
9% after November 15, 1986 and will be payable semi-annually on 
July 1 and January 1. 


(i) Promissory note—Crownx Inc. 

In September 1986, the Company obtained a loan from Crownx Inc. 
for U.S. $2,000,000 which is due in full on the earlier of September 5, 
1987 or 15 days after the closing of any public offering of the 
securities of the Company. In lieu of interest, 100,000 common 
shares of the Company were issued to Crownx Inc. In the event a 
public offering does not proceed, and with the consent of The 
Toronto Stock Exchange, the term of the loan shall be extended for a 
further period of four years, with interest at 10% per annum and 
convertible into common shares of the Company at U.S. $4 per 
share. 


(k) Other notes payable 

This amount consists of various notes payable at rates of between 
prime and 27% and due at various dates from February, 1987 to July, 
1989. 
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7. Share capital 


(a) Issued 
Following is a summary of the share capital transactions during the 
year. 
Series “A” Common 
Shares Amount Shares Amount 

Balance at September 30, 1985 4,287,814 $ 6,416,497 
Conversion of debentures into common shares 814,815 1,100,000 
Issued for cash 1,089,000 2,967,000 
Issued under employee stock option 499,371 979,360 
Issued on acquisition of the assets and assumption of certain liabilities of 

Digital Productions 800,000 $2,103,145 290,250 1,387,395 
Issued in lieu of interest payments 330,000 1,444,491 
Issued under exercise of warrants 217,760 347,725 
Issued on acquisition of Robert Abel & Associates, Inc. 807,400 3,185,000 
Issued on acquisition of the production division of Abel Image Research, Inc. 346,028 2,100,000 
Balance at September 30, 1986 800,000 $2,103,145 8,682,488 $19,927,468 
Earnings per share as calculated under generally accepted account- 
ing principles are disclosed on the consolidated income statement. 
If the earnings per share were calculated based on the number of 
outstanding common shares at September 30, they would be as 
follows: 

1986 1985 

Number of outstanding common shares at September 30th 8,682,438 4,287,814 
Earnings (loss) per common share: 

Before extraordinary item $ 05 $ (21) 

For the year $ 1 $ (.21) 
Fully diluted earnings (loss) ,per share: 

Before extraordinary item $ 105 $ (.21) 

For the year n $ #12. $ (21) 


(b) Description of share capital 

The authorized share capital of the Company consists of an unlim- 
ited number of preference shares without par value issuable in 
series of which 800,000 have been designated as non-voting con- 
vertible preference shares Series “A” (the “series A Preference 
Shares’) convertible into common shares over four years on a one 
for one basis, and an unlimited number of common shares without 
par value. 


(c) Common share warrants 

During the year 32,575 common share warrants were exercised ata 
price of $3.00 per share, 185,185 common share warrants were 
exercised at a price of $1.35 per share and 827,425 common share 
warrants expired. As at September 30, 1986 222,222 common share 
warrants remain outstanding exercisable to March 29, 1988 at $1.35 
per share. 
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(d) Employee stock options 
The following table sets forth information with respect to options to 
purchase common shares outstanding at September 30, 1986: 


Market value of 


Number of common shares at 
comon shares Purchase Date of September 
under option price grant 30, 1986 
Options held by the 7 executive officers of the Company as a 
group 431,000 $1.56—$3.60 $1.56—$3.60 $5.88 
Options held by an executive officer of a subsidiary of the 
Company excluding individuals referred to above 7,000 $4.37 $4.37 $5.88 
Options held by 28 employees of the Company and its 
subsidiaries as a group excluding individuals referred 
to above 91,500 $1.80—$3.60 $1.80—$3.60 $5.88 


In connection with the acquisition during the year of Digital Produc- 
tions and Robert Abel & Associates, Inc., the Company agreed to 
issue options to acquire approximately 175,000 common shares 
on terms consistent with its normal practices to employees who 
were previously employed by Digital Productions, Robert Abel & 
Associates, Inc. and Abel Image Research, Inc. 


8. Other information 

(a) License sale 

During the year, U.S. $2,000,000 was included in income on the sale 
of a software license to Control Data Corporation. 


(b) Interest expense 

Interest on long-term debt and obligations under capital leases 
amounted to $1,162,776 for the year ended September 30, 1986 
($862,450 in 1985). 


(c) Operating lease commitments 
The future minimum lease payments required under present operat- 
ing leases for rental of premises and edit suite are summarized as 


follows: 
1987 $2,757,408 
1988 2,219,377 
1989 1,495,694 
1990 390,051 
1991 306,058 
1992 and thereafter 414,051 


(d) Minimum royalties 
Under an agreement the future minimum royalty payments during 
the next five years are as follows: 


1987 $111,300 
1988 128,800 
1989 128,800 
1990 128,800 
1991 128,800 


$626,500 


(e) Scientific research tax credits 

During 1985, the Company entered into a scientific research tax 
credit financing agreement with a Canadian chartered bank whereby 
a promissory note in the amount of $420,000 was issued for cash 
consideration of $700,000. Under the terms of the agreement, scien- 
tific research tax credits have been transferred to that chartered bank 
and the Company has renounced the tax credits and deductions 
associated with the related research and development expendi- 
tures. The excess of the cash consideration over the amount of the 
promissory note amounting to $266,000 has been reflected as a 
reduction of the related research and development expenditures. 


(f| Research and development 

Research and development costs in 1986 amounted to $1,952,498 
($1,660,000 in 1985) before deductions for scientific research tax 
credits. 


(g) Government grants 

During the year ended September 30, 1985, an amount of $832,000 
was granted to the Company by the National Research Council to 
fund research and development, of which $355,800 had been 
received prior to September 30, 1985, $370,600 was included in 
accounts receivable at September 30, 1985 and the remaining 
$105,600 was received and recognized in the 1986 year. Govern- 
ment assistance has been reflected in the accompanying financial 
statements as a reduction of related expenses. During the year 
ended September 30, 1986 the company was granted additional 
funding in the amount of $108,500 under the above program. As at 
September 30, 1986 all grants had been remitted to the Company. 


(h) Accumulated amortization 

Included in accumulated depreciation and amortization is $129,000 
($58,000 in 1985) related to amortization of machinery and equip- 
ment under capita! lease. 


9. Income Taxes 

As at September 30, 1986, Omnibus Computer Graphics Center, Inc. 
and Omnibus Simulation, Inc. had accumulated losses amounting 
to $2,260,000 and $550,000 respectively available to carry forward 
to reduce future years’ taxable income in the United States. Of these 
losses $2,260,000 will expire in 2000 and $550,000 will expire in 
2001. 

In addition, the Company has recorded depreciation in the 
accounts in excess of that recorded for tax purposes to September 
30, 1986 amounting to $600,000 and have expensed $1,300,000 
of scientific research expenditures for book purposes which have 
not yet been deducted for tax purposes. These amounts are offset by 
other timing differences of $300,000. The net amount of $1,600,000 
has been allocated to record the tax effect of share issue costs 
charged directly to deficit but deducted for tax purposes when 
incurred. The tax benefit, when realized, will be credited to deficit. 

Investment tax credits not yet recorded in the amount of $430,000 
at September 30, 1986 are available for carry forward to be credited 
against future years’ taxes otherwise payable. The Company has 
recognized $33,000 of tax credits in the current year which are 
currently refundable. 

The provision for income taxes does not bear the expecied rela- 
tionship to income for the year before income taxes and extraordi- 
nary item, due to the inability of the Company to offset losses in the 
year in one subsidiary against income in the year of another 
subsidiary. 


10. Related party transactions 

During the year the Company entered into the following transactions 
with related parties in addition to those described elsewhere in the 
notes: 

(i) Management fees were paid to shareholders as follows: 


1986 1985 

Omnibus Group Inc. $ 76,800 $ 76,800 
Jarmain Capital Corporation 33,600 33,600 
$110,400 $110,400 


These payments are under management agreements subject to 
annual renewal. 


(ii) At September 30, 1986 the following amounts were receivable 
from (due to) related parties: 
(a) Robert J. Abel—U.S. $178,392. 
(b) Abel Image Research, Inc. (controlled by Robert J. Abel)— 
U.S. $393,111. U.S. $200,000 has subsequently been repaid. 
(c) Omnibus Group Inc. (an affiliated company)—$(45,745). 
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11. Contingent liabilities 

(a) On June 27, 1986, three days prior to the acquisition of the assets 
and the assumption of certain liabilities of Digital Productions (“Digi- 
tal”) (note 3) an action was commenced in the Los Angeles County 
Superior Court by John A. Whitney, Jr. (“Whitney”) and Gary Demos 
(“Demos”), Digital’s minority shareholders, against Digital, Control 
Data Corporation (“CDC”), Ramtek Corporation (“Ramtek”), Omni- 
bus Computer Graphics Inc. (“Omnibus”), Omnibus Simulation, Inc. 
(‘Simulation’), and certain individuals who were officers or directors 
of Digital and one employee of CDC (together the “individual defen- 
dants”), seeking injunctive relief or an order setting aside the acqui- 
sition of the Digital business on account of an alleged breach of 
fiduciary duty, damages in excess of U.S. $5,000,000 against all 
defendants for an alleged breach of fiduciary duty, damages in 
excess of U.S. $5,000,000 against CDC and two individual defen- 
dants for an alleged breach of fiduciary duty, damages in excess of 
U.S. $5,000,000 against CDC for an alleged breach of contract, 
damages in excess of U.S. $5,000,000 against CDC for an alleged 
breach of the covenant of good faith and fair dealing, injunctive relief 
against CDC, Ramtek and certain individual defendants, and declar- 
atory relief against all defendants. Messrs. Whitney and Demos are 
directors and executive officers of Digital. CDC and Ramtek were 
creditors of Digital, and Ramtek also owned 80% of the issued and 
outstanding shares of Digital. 

Subsequent to year end the court rejected the complaints of 
Messrs. Whitney and Demos. The court has allowed Messrs. 
Whitney and Demos to further amend the complaint by February 
11, 1987. 

The Company believes, based on advice of legal counsel, that the 
plaintiffs have not taken the requisite steps to entitle them to dissent- 
ers rights. The Company also believes, based on advice of legal 
counsel that the issuance of an order to set aside the acquisition of 
the Digital business is not probable and, in any event, that it has 
meritorious defenses to the action. Accordingly, no amount has been 
accrued in the accompanying financial statements. 


(b) Campbell and Gericke, Inc. (“C&G”) alleges breach of contract 
and negligent misrepresentation which arose out of the company’s 
agreement to provide C&G with certain computer-generated anima- 
tion. C&G seeks the recovery of, among other things, compensatory 
damages in the sum of U.S. $79,283 and punitive damages in the 
sum of U.S. $100,000. 

The company filed a counterclaim against C&G for breach of 
contract and unfair competition based upon C&G's failure to pay the 
company for work performed under the agreement between the 
parties and for C&G’s usurpation of the company’s work product. 
The company seeks the recovery of compensatory damages in the 
sum of U.S. $29,000 and punitive damages in the sum of U.S. $1 
million. 

The company feels it has meritorious defences in this action and 
accordingly, no amount has been accrued in the financial statements. 
(c) An irrevocable letter of credit of U.S. $1,000,000 was provided to 
B.A. Leasing Corporation on the assignment of a capital lease to the 
company on the Digital acquisition (note 3). The letter of credit 
expires on January 9, 1987 and the Company has provided a 
compensating balance of U.S. $1,000,000 as collateral therefor. 


12. Subsequent events 
(a) Financing 
Subsequent to year-end the company completed the refinancing of 


a significant portion of the debt issued in relation to the acquisitions. 


(note 3). 

A term bank loan of U.S. $6,000,000, repayable on October 1, 
1987, has been negotiated with The Royal Bank of Canada. The 
company intends to renegotiate the term loan over a three to five 
year term if the public offering is deferred. The proceeds will be used 
to reduce the notes payable to National Sea Products Limited and 
Control Data Corporation by U.S. $2,000,000 each, repay the Ontario 
Development Corporation loan and the remaining amount will be 
used for working capital. The balances of the respective notes 
payable will be due in June, 1987 if there is a public offering. 
Otherwise the Company intends to negotiate a deferral of the repay- 
ment. The Company has agreed to issue National Sea Products, 
50,000 common shares and 50,000 common share warrants as 
consideration for then postponing their claim on the Cray X-MP super 
computer (note 6) 

The Company has also negotiated a $500,000 operating loan 
with the Royal Bank of Canada. 


(b) Share capital 

Subsequent to year-end, officers and employees of the Company 
exercised stock options to purchase 10,000 shares of the Company 
for cash consideration amounting to $25,000. 
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13. Segmented information 


The Company serves the North American computer graphics mar- 
ket for television and motion pictures, operating in Canada and the 
United States. In addition, the Company is marketing and selling 
computer software licenses in Europe, the Far East and South 
America. Details of operations by geographic segment are as follows: 


For the year ended September 30, 1986: Canada United States Total 
Sales $ 3,867,104 $13,450,344 $17,317,448 
Net income (loss) $ 156,360 $ 960,472 $ 1,116,832 
Identifiable assets $10,656,984 $47,842,453 $58,499,437 
For the year ended September 30, 1985: Canada United States Total 
Sales $ 2,543,285 $ 3,307,396 $ 5,850,681 
Net income (loss) $ (89,901) $ (808,863) $ (898,764) 
Identifiable assets $ 4,897,732 $ 7,583,502 $12,481,234 
14. Comparative amounts 


Certain of the comparative amounts for 1985 have been reclassified 
to conform to the current year’s method of presentation. 
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